
In its order in Case No. U-11635, a copy of which is attached ("U-11635 Order"), the

MPSC approved a forward-looking economic cost study for use in the State of Michigan in
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Before the
FEDERAL COMMUNICATIONS COMMISSION

Washington, D.C. 20554

Forward-Looking Mechanism for
High Support for Non-Rural LECs

Federal-State Joint Board on
Universal Service

in the above-captioned matter on behalf of the Michigan Public Service Commission ("MPSC").

Ameritech Michigan hereby requests waiver in connection with the cost study filed this day

In the Matter of

connection with the Federal Communications Commission's ("FCC's") and any Michigan state

universal support mechanism for Ameritech high cost areas. The MPSC ordered Ameritech to file

the cost study with the FCC.

In the U-11635 Order, the MPSC found that the cost study satisfies the 10 criteria set

forth by the FCC in its Universal Service Order, I with the exception of criteria number 5:

Economic lives and future net salvage percentages used to calculate depreciation expenses must

be within the FCC authorized ranges. Specifically, 11 of the 15 plant categories used in the

I In the Matter of Federal-State Joint Board on Universal Service, CC Docket No. 96-45, Report and Order, FCC
97-157 (released May 8, 1997) ("Universal Service Order") at <j[250.



universal service cost study fall outside the FCC life ranges:

UG Cable-Met 5C
Intra-Bldg. CA-Met 12C
Arial Cable-Met 22C
Buried Cable-Met 45C
UG Cable-NonMet 85C
Operator Systems 117C
Sub Pair Gain 257C
Digital Circuit 357C
Digital Switch 377C
Arial Cable-NonMet 822C
Buried Cable-NonMet 845C.

The cost study approved in the U-11635 Order is the same as approved by the MPSC in

its January 28, 1998, order in Case No. U-11280 ("U-11280 Order") dealing with establishing

total service long run incremental cost ("TSLRIC") in connection with rates for Ameritech's

provision of unbundled network elements in the State of Michigan. In the V-I 1280 Order, a copy

of which is also attached, the MPSC specifically found, with respect to those depreciation lives:

On reconsideration of this issue, the Commission is persuaded that the asset lives
proposed by Ameritech Michigan are more forward-looking than those that the
Commission initially adopted in the July 14, 1997 order. As such, the Commission
concludes that they are more reasonable than the FCC prescription lives, which more
closely resemble cost-based regulation than TSLRIC principles. The Commission agrees
with Ameritech Michigan and the Staff that, in a more competitive environment, the
development of new technologies and a greater sensitivity to customers' needs can be
expected to stimulate new investment and hasten the obsolescence of existing equipment.
The Commission also finds that Ameritech Michigan's proposal is a reasonable means of
recognizing this trend...2

In the context of the pricing of unbundled elements on the basis of forward-looking costs, the

MPSC's determination in this regard is clearly reasonable.

2 U-11280 Order at 7.
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Moreover, approving the same cost study for universal service purposes is consistent with

the FCC's own view:

We also affirm that state-conducted cost studies have the advantage of permitting states to
coordinate the basis for pricing unbundled network elements and determining universal
service support. This coordination can improve regulatory consistency and avoid such
marketplace distortions as unbundled network element cost calculations unequal to
universal service cost calculations for the elements that provide supported services. Such
marketplace distortions may generate unintended and inefficient arbitrage opportunities.3

We also encourage a state, to the extent possible and consistent with the above criteria, to
use its ongoing proceedings to develop permanent unbundled network element prices as a
basis for its universal service cost study. This would reduce duplication and deminish
arbitrage opportunities that might arise from inconsistencies between the methodologies
used for setting unbundled network element prices and for determining universal service
support levels.4

Since the MPSC has approved, for universal service purposes, the entire cost study

applicable to the pricing of unbundled network elements in the State of Michigan, the FCC should

permit that study to be used, in its entirety, for federal universal service purposes as well --

including depreciation lives that fall outside the FCC's authorized ranges -- and should grant a

waiver to that effect.

Respectfully submitted,

<-;?yy __~Q e-= / ~'~,,9, = ~J
~

Dated: May 26, 1998
[MSP0137.doc]

3 Universal Service Order at 1247.

4 [d. at 1251.

Michael S. Pabian
Counsel for Ameritech
Room 4H82
2000 West Ameritech Center Drive
Hoffman Estates, IL 60196-1025
(847) 248-6044
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I.

STATE OF MICHIGAN

Case No. U-11635

'41 C.P.R. Section 54.101.

QPINION AND ORDER

PRESENT: Hon. John G. Strand, Chairman
Hon. John C. Shea, Commissioner
Hon. David A. Svan'ia, Commis$ioner

BEFORE THE M1CHIGA.~ PUBLlC SERVICE COMMISSION

At the May 11. 1998 meeting of the Michigan Public Service Cornrnission in Lansing,

The Federal Communications Commission (FCC) issued an order dated May 7, 1997, In the

HISTORY OF PROCEEDINGS

In the matter of the application of
AMERlTECH MICHIGAN for approval of its
forward-looking economic cost study for use
in detennining federal universal se!'\lice support.

Michigan.

)
)
)
)

_______- - ,-.J

ties to be supponed by universal service support mechanisms. The FCC also detennined that "high

Order). In that order. and the rules adopted by it, I the FCC identified the services and functionali~

Matter of Feqeral...$tate Joint Board on Universal Service, CC Docket No. 96-45 (Universal Service

cost" would be detexmined by the amount a provider's cost exceeds a nationwide benchmark.

Those carriers having high costs under the FCC definition could be el~gible for cost suppon. COSts

for nonrural carriers. such as Ameritech Michigan. would be detennined utilitizing forward-looking



economic principles as cletemrined by either a yet-to-be-adopted FCC cost model or pursuant to

cost studies approved by state commissions.

On July 14, 1997, the Commission issued an orc:le:r in Case No. U-11280. which. among other

things. approved a cost methodology for Ametitech l'vlichigan to determine its total service long run

incremental costS (TSLlUC). Ameritech Michigan was directed to file TSLRlC and related studies

and tariffs 14 days thereafter.

On August 13, 1997, the Commission, consistent with FCC deadlines, advised the FCC that it

would utilize the TSLRIC standard legislatively mandated in Michigan. MeL 484.2102(ff);

MSA 22.1469(102)(ff), for detennining universal service costs. On November 3, 1997. Ameritech

Michigan filed an application for approval of a forward-looking economic cost (FLEC) study in

Case No. V-I IS73.

In response to petitions for rehearing filed by Ameritech Michigan and other parties. the Com-

mission modified its July 14, 1997 order in Case No. U-11280 on January 28, 1998. That order

addressed four items related to Ameritech Michigan' s TSLRIC studies: cost of capital, depreciation

lives, fill factors. and shared and common cost allocations. The Commission left. unchanged its

July 14, 1997 rulings related to cost of capital, fill faCl:OTS, and shared and common cost for

unbundled network elements. The Commission adopted Ameritech Michigan's proposals related to

depreciation lives.

Also on January 28, 1998, the Commission dismi!;sed Ameritech Michigan's applicalion in Case

No. V-1IS73. It ordered the company to file a new stUdy in a new docket that would be used for

federal universal service support for high cost areas and to complete the Commission's comprehen-

~ve review of Ameritech Michigan's TSLRlCs. Ameritech Michigan's filing in this docket is in

response to that order. Today's order is consistent with the schedule established by that order and
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will permit Amerilech Mlchigan to timely file itS FLEe study by May 26, 1998, the date established

by the FCC. l

Attorney General Frank 1. Kelley (Attorney General), the Commission Staff (Staff), AT&T

Communications of Michigan. Inc. (AT&T), and MCI Telecommunications Corporation (Me!)

filed comments on Ameritech Michigan's filing on March 11, 1998. AT&T, the Staff. and Amen-

tech Michigan filed reply comments by March 26, 1998. Ameritech Michigan, AT&T, MC!, the

Attorney General, and the Slaff filed additional responses on April 6, 1998.

This order addresses the issues of Ameritech Michigan's retail shared and common cost study

and the geographic disaggregation of the tSLRIC study approved by this Commission in Case

No. U-11280 on July 14, 1997 and January 28. 1998.

II.

FCC CRITERIA fQR COMPlJrlNG FLEe

In the Univ~[Sal Service Order. Lie FCC specified the following ten criteria that any cost

methodology used to calculate the F1..EC of providing universal service must satisfy:

(1) Assume the use of forward-looking technologies for supponed services. i.e.•
least-cost, most-efficient, and reasonable technologies t.ltat are currently being
deployed, based on characteristics of incumbent local exchange companies
(ll..ECs) wire centers such as the location of switches, line counts, and actual
average loop lengths.

(2) Any network function or element such as loop. switching, transpon, and
signaling used to provide a supported service must have an associated cost.

,zApril 23.1997 Order, CC Docket 96-45. The Conunission is not a~are of the FCC's
having selected a default cost methodology for determining F1.ECs. However. any determination
by the FCC would appear to impact only the filing date for the Arneritech Michigan study, not the
methodology used in Michigan.

Page 3
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(3) Only long-run forward-looking economic costs may be included., using a suf
ficiently long-run period thal all costs mel}' be treated as variable or avoidable.
The studies must rely on the current purchase prices of plant and equipment.

(4) Use of the authorized federaJ rate of return on interstate services of 11.25% or
the state's prescribed rate of retwn on intrastate services.

(5) Economic lives and future net salvage percentages used to calculate deprecia
tion expenses must be within the FCC authorized ranges.

(6) The cost study or model for supponed services must reflect the level of services
demanded by all customers within a geog;raphic region.

[7) A reasonable allocation of joint and common costs must be assigned to sup
ported services.

(8) Cost studies and all underlying data. fomlulae, computations. and software must
be available to all interested parties for review and comment. Inputs should be
verifiable, engineering assumptions should be reasonable, and outputs should be
plausible.

(9) COSt studies or models must include the capability to examine and modify
critical assumptions and engineering principles such as the cost of capital.
depreciation rates, fill factors, input costs, overhead adjustments, retail costs,
structure sharing percentages, fiber-coppe.r cross-over points, and terrain
factors.

(10) Co:st studies must deaverage support calculations to the wire center serving area
level.'

Consistent with the records upon which this case is based and subject to the modifications to

Arneriteeh Michigan's studies delineated in this order. the Commission finds that the studies

approved today. in concert with those approved in Ca!;e No. U-11280, salisfy the FCC's FLEC

criteria, with the exception of criteria 5. The Conunission notes that these studies are approved for

the purpose of satisfying the geographic disaggregation of Ameritech Michigan's network for the

purpose of universal service suppon mechanisms for high cost areas.

3May 7, 1997 order. CC Docket No. 96-45. paragraph 250.
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Approval of these FLEC studies is not intended to ovenum, modify, or in any way reconsider

issues previously derennined in Case No. U-11280 or the partS of this order related to the allocation

of shared and common costs. Further, the FLEC study is not intended in any way to be an update

to the previously approved study methodology or inputs from Case No. U-11280.

With respect to criteria 5, Ameritech Michigan acknowledges,' and the panies appear to con-

CUI, that the depreciation lives and net salvage values are not within FCC authorized ranges. By

issuing this order approving Ameritech Michigan's FLEe studies, the Commission is neither

explicitly nor implicitly seeking a waiver of the requirement of criteria S on behalf of Ameritech

Michigan. Because the Commission approved Ameritech Michigan's proposal on depreciation

issues in Case No. V-11280, the burden of convincing the FCC on this matter lies squarely with

Ameritech Michigan.

III,

COST MEmODOLOGY ISSUES

As established in its order commencing this proceeding, the Commission identified two areas to

be addressed. The first was Ameritech Michigan's retail shared and common cost study. The

second was the geographic disaggregation of the Case No. U-11280 cost study to produce a wire

center by wire center cost analysis for use in the FCC uniyersal service support mechanism for high

cost areas. In the area of geographic disaggregation. the parties and the Commission have identified

eight issues that need to be resolved.

·Reply Comments of Ameritech Michigan, Casle No, U-1l635, p. 3D, footnotes 9 and 10.
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Shared and Common Costs

The public accounting firm of A.rthur Andersen was retained by Ameritech Michigan in June

1996 to perform a study of shared and common costs for use in Case No. U-11280. Anhur

Andersen was again retained by Ameriteeh Michigan to complete a study of shared and common

costs for Ameritech Michigan's retail services. Th,~ latter is a part of Ameritech Michigan's

presentation of its FLEC study.

On the issue of common costs, the Commission notes that it addressed common costs previ-

ously. In its Principle No. 5s, the Commission defined common costs6 as follows:

[Clommon overheads are those COStS that an: common to a)) services or OUtpur of a
film. These cOSts cannot be readily identified with specific services or group of
setVi.ces. An example would be the presiderlt's desk. [Emphasis added.]

The Commission has previously reviewed the issue of common costs for unbundled network

elements in Case No. U-11280. Further. in light of its Cost Principle No.5, the Commission is not

convinced by this record that its Cost Principle No. :5 is in error or was incorrectly applied in Case

No. U-11280~, The Commission therefore detennines that the common cost multiples or mark-ups

for Ameritech Michigan retail senices should be set at the Jevel approved in its July 14, 1997 order

in Case No. U-11280.

Shared costS as proposed by Ameritech Michigan continue to be based on budgeted dara.

Calendar year 1997 budget infonnation is hardly wh;lt the Commission envisioned when adopting its

forward-looking principles in Cases Nos. U-I0620 and U-III03.

'September 8,1994 order, Case No. U-I0620, Exhibit A, page 5.

6the terms common costs and common overheads are used interchangeably in this order.
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The result of a TSLRlC analysis is the "economic" cost of providing a service or function. It is

intended to identify a forward-looking cost. To reduce a TSLRIC study to an analysis of embedded

cost or historical accounting costS or results simply perpetuates the use of a business-as-usual

approach to coSt analysis. The objective of a TSLRIC study is [0 reflect the most efficient means of

providing a service or function within the panmeters previously outlined by the Conunission.7

Because Ameriteeh Michigan's retail shared co:;t study suffers from the same flaws as its study

in Case No. U-11280. the Commission must determine a level of shared costs that, at this time.

would reasonably reflect the Commission's TSLRlC principles.

The parties commenting on this issue present several udiscounts" or reductions to Amerir.ech

Michigan's proposal Ameritech Michigan responds that any reduction in its proposed costs would

have the company experience a drastic unden:ecovery of its costs.

The Commission concludes that a 20% reduction in Ameritech Michigan's shared costs would

result in a reasonable representation of Ameritech Michigan's shared costs. This reduction is con-

sistent with the percentage reduction in similar Michigan Ex.change Carriers Association cost studies

that were also based on budget data. The 20% is an approx.imation of increased efficiencies of

Ameritech Michigan's operations as required by the TSLRIC concepts of optimum and efficient

opexation.

Geographic Disaggregation of Costs

The purpose of this phase of the proceeding is simply to disaggregate the TSLRIC study

approved in Case No. U-11280 to produce results that could be used by the FCC in the administra·

'September 8, 1994 order, Case No. V-I0620; FCC F1.EC Criteria 3, paragraph 250,
CC Docket 96-45.
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tion of the universal service support mechanism for high cost areas. In addressing the issues related

to the disaggregation. the Commission will not com.ider proposals that call into question the validity

of the results produced in Case No. U-11280. Further, the Commission intends to resolve the

matters in dispute in a manner that will permit Amentech Michigan and this Commission to meet the

recently e,.tended FCC deadline of May 26, 1998 for FLEC studies. 5 Witll these factors in mind,

the Conunission rejects all recommendations by commenting panies that the FLEe study be totally

recomputed.

The Commission also believes additional justifkation for rejection of a total restudy is thar

Ameritech Michigan must use one TSLRlC study for its entire network. e.g., unbundled network

elements, retail, and FLEe. At this time, the results of Case No. U-11280 present the best oppor-

tunity to achieve that goal. The specific issues in di!;pute related to disaggregation are:

1. Use of closing factors.
2. Placement of the serving area interface (SA!).
3. Vintage of cable.
4. Use of data from other states or other eXI:hanges.
5. Level of uncollectibles or treatment of uJ'lcollectibles.
6. Fill factors.
7. Attorney General items.

a. AFAMmodel's use of "error filtering" system.
b. Use of inefficient and embedded tec::mology of UDLC instead of integrated

digital loop carrier.
c. Use of highly subjective difficulty f~c[ors for cable installation.
d. Inclusion of bridge tap cable overstates loop lengths and are not

forward-] ooking.
e. Crossover point between copper and fiber may not reflect an efficient

forward-looking network confmnation.
f. Application of a 15% - 20% reducticn of loop costs if above 6 items
~ not recognized in a revised study.

8. Miscellaneous issues
a. Disaggregation should include not only loops but also ports and switching

costs.

ace Docket No. 9645, CC Docket No. 97-160. April 23. 1998.
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b. Some recognition should be given to switching equipment used in
sWitching cost for large metropolitan areas and small rural areas.

c. Study should include infonnarion from or recognize latest vendor contracts
rather than the 1992 data utilized by Ameritech Michigan.

Many of these disputed issues have merit in that they provide a level of detail that may have

been missing from the study in Case No. U-11280 that was to be disaggregated in this proceeding.

The most telling of these issues is the use of closing factors. Absent these factors, Ameritech

Michigan could not disaggregate its network in a manner that had the sum of network parts equaJ

the entirety of the network. In effect. Ameritech Michigan has created costs 01:' network synergy

where the sum of the network pans exceeds the network as a whoJe. Closing factors essentially

scale down the disaggregated study results to a levell~qual that in Case No. U-11280. The

Commission is concerned with the existence and use of closing factors, but that concern must be

tempered with the realization that the FCC's new FLEC study filing deadline provides little time for

a comprehensive recalculation of Amerirech .M.ichigan's FLECs. Additionally. the Commission does

not intend to revisit irs TSLRIC methods approved in Case No. U-11280 prior to the normal

biennial review. The Commission therefore concludes, despite the shoncomings, that the use of

Ameritech Michigan's closing factors for this case is reasonable and will be permitted. The

Commission. however, puts Ameritech Michigan on notice that its future biennial TSLRIC studies

must not incorporate closing factors or any similar approach.

Having pennitted the use of closing factors in this case, many of the remaining issues may add

only false precision to a result that can be deemed reas!Jnable. Therefore. the Commission does not

adopt the commenting panies' positions. On the other hand, in its next biennial TSLRlC filing,

Ameritech Michigan must justify its proposals as they relate to the placement of the SAIs, use of

data from other states, uncollectibles. fin factors (and effective iil) factors), and level of disaggrega-
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tion in (enns of ports and switches and cable vintagc::, in addition to the nonnal proofs it would

present.

Adrojnis,trative Issues

The FCC has directed the states to submit FLEe studies. The FCC also established a filing

fonnat to be used by all states to simplify and standardize the submission and review of cost studies.

. The Commission directS Ameritech Michigan to complete the necessary data in the format pre-

scribed by the FCC. The Commission directs Ameritech Michigan to work with the Staff to prepare

the data and supporting information. The information should be prepared in a manner that recog-

nizes Michigan statutes and Cmmrjssion orders. Pril)r to Ameritech Michigan's filing at the FCC,

the Staff is to notify the Conunission that, in the Staffs opinion, the FLEC study to be submiued is

consistent with Michigan law and Commission action and includes the proper general and support-

ing infonnation. nus notificaIion shall be served on all commenting panies and filed in this docket.

Finally, the Commission also notes that the next biennial TSLRlC filing for Ameritech Michigan

is due in January 1999. Until approval of that study, .i\meritech Michigan shall utilize the results of

Case No. U~11280 and this docket in regulatory matt!:I'S in Michigan.

The Commission FINDS that:

a. lwisdiction is pursuan[ [0 1991 PA 179, as amended by 1995 PA 216. MeL 484.2101

et seq.; MSA 22.1469(101) et seq.; the Communicatic·ns Act of 1934, as amended by the Telecom-

munications Act of 1996,47 USC 151 et seq.; 1969 PA 306, as amended, MCL 24.201 et seq.;

MSA 3.560(101) et seq.; and the Commission's Rules of Practice and Procedure, as amended. 1992

AACS, R 460.17101 et seq.

b. Shared and common costs should be recalculated in a manner consistent with this order.
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c. The Ameritech Michigan FLEC study should be approved for use in the FCC's universal

service support mechanism for high Co~lS areas.

d. Ameritech Michigan and the Staff should prepare the filing for submission to the FCC by

May 26.1998.

e. The Staff should notify the Commission and the commenting parties that the study filing is

consistent with Michigan law and Commission orders and includes proper general and supporting

information.

f. The next biennial TSLRlC filing for Ameritech Michigan is due in January 1999.

g. Disputed issues related to geographic disaggregation, as discussed in this order. should be

addressed and justified by Ameritech Michigan in its January 1999 TSLRlC filing.

lHEREFORE, IT IS ORDERED that:

A. Shared and common coStS shall be recalculated in a manner consistent with this order.

B. The Ameritech Michigan FLEC study is appmved for use in the Federal Communications

Commission's'unive~al service support mechanism for high costs areas.

C. Ameritech Michigan and the Commission Staff shall prepare the filing for submission to the

Federal Communications Commission by May 26. 1998.

D. The Commission Staff shall notify the Commission and the commenting parties that the

study filing is consistent with Michigan law and Commission orders and includes proper general and

supporting infonnation.

E. The next biennial total service long run incremental cost filing for Ameritech Michigan is

due in January 1999.
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F. Disputed issues related to geographic disaggregation, as discussed in [his order. should be

addressed and justified by Ameritech Michigan in its January J999 [oral service long run incremental

costs filing.

The Commission reserves jurisdiction and may issue further orders as necessary.

MICffiGAN PUBLIC SERVICE COMNIlSSION

15/ John G. Smmd
Chainnan

(S EA L)

lsI John C. Shea
Commissioner, concurring and dissenting in a
separate opinion.

Is' David A. Svanda
C:>mmissioner

By its action of May 11, 1998.

lsI Dorothy Wide~n
Its Executive Secretary
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ST ATE OF MICHIGAN

BEFORE THE MICIDGAN P1JBLIC SERVICE COMMISSION

Case No. U-11635

By enacting the Michigan Telecommunications Act ("MTA"), the Michigan Legislature

CONCURRING A.1iQ DISSENTING OPINION OJ: COMMISSIOl!ER JOHN C. SHEA

a pan of the total service long run incremental cost study of Ameritech Michigan pursuant to

I concur with the accompanying order to the extent that it completes the task of approving

While the federal universal SeMce program is no doubt a wonhy program. £he majority, I

(Submitted on May 11, 1998 concerning order issued on same date.)

I dissent from the accompanying order to the extent that it purports to exercise federal

In the matter of the application of )
AMERITECH MICIDGAN for approval )
of its forward-looking economic cost study )
for use in determining federal universal )
service support. )

--------------)

authority conc~ng the federal universal service pro~;ram.

Section 304a of the Michigan Telecommunications AGt, MCL 484.2304a; MSA 22.1469 (304a).

believe, has erred in issuing the accompanying order for the reason that the Michigan Legislature

has seen fit to deny to this Commission the power to implement an~ universal service program.

expressly limited the Commission in the exercise of its authority. See, MeL 484.2201(2); MSA

22.1469(201)(2) ["In administering this act, the Commission ~all be limited to the powers and

task force "~o study changes occurring in the federal universal service fund and the need for the

duties prescribed by this acf'). Elsewhere, the MTA provides that the Commission shall create a



establishment ora state universal service fund:' MeL 484.2202(e); MSA 22.1469(202)(e)

[emphasis added), and to "issue a report to the legislatUre and governor on or before December

31, 1996 containing ... findings and recommendations." Id. The state universal service report

has been completed and sent to the Michigan Legislature but, as of this date, no legislative action

has been completed that would implement a wriversal service fund progra.xn. Without such

statutory authority, this Commission can not act. SE~ Union Carbine Corp v PSC, 428 NW2d

322, 431 Mich 135 (1988).

U-1l635
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ORDER ON R.EHEA.RISG

BEFORE THE MJCHIGAN PUBUC SERVICE COMMISSION

Michigan.

Case No. U-ll280

On hiy l~. 1991. the Commission issued an order modifying and approving a tot11 service

PRESENT: HOIl. John G. Str3,nd, Chairman
Hoo, John C. Sheil.. Commissioner
Hoo. David A. $vwda, Commissioner

S TAl' E 0 F M1CHI 0 A N

•••••

At the January 28, 1998 meeting of the Michigan Public SeM~ Commission in L1nsing.

La the matter. OD~ CommiSsiou's own motion, )
to consider the lOW service long run ina~tal )
COStS and to detenniDc the prices ofunbundled )
ne('WOfk e1c:mems.in~ servicea, resold )
services, and basic local exebaage 5e~.for, ',- } :'.- :
AM:ElUttCH MICmGAN. . . _.. . - ')
________-- .-J

long run mc.remental cost (TSLRlC) study meth():lology for Ameriteeh Michigan and approving

rates. terms, and conditions for Ameriteeh Michjgan to provide uobUI:dled network eleme!1tS,

interconnection services, and res.aJe services. On July 24. 1997. Amm:ech Michigan subnili1ed

tariff sbeets to implement the order.

IZ1 respon:r= to petitiens for rehearing filed by ~~ecb Michigan, AT&T Commu~oDS

of Michigan. Inc. (AT&T). and Mel Telect>mmunica.tions Corporation (~CI). the Commission

granted panial rehearing on September 30. 1997. The Commission defined the scope of

rehearing by idenrifying ei~bt issues, Those issues ioclude;j the fom cost inputs te the TSLRlC



models; (1) cost of capital. (2) depreciation livef:. (3) fill factors, a.od (4) s.b.ared cmd common

rost allocations. The other (our iss-wes are (5) wbetber the unbundled local switching e.bargcs

recover the coSt or vertical feat:u.reS, preelud.ing the use of sepuate charges to recover those

costs. (6) the tenns and c:oDditictlS for providing common transl'Ort 3.! an UDbtmdled netWork

element, (7) the propri.ely of the resale~t~es. and (8) un.explaincd ditfere:nc.cs

between proposed tariffs submitted by Ameriteep Micbigan.withfl~ cost stud.ies~. ~"': .... --=.- ,.:- . - ":" .... ,. . :' .

January 21. 1997 and tbo-'C submitted 0111~y 24. 1997. The ~.sion denied ~be:arin8 in

all other respects. The order established fili.n.g deadlines for the moving parties' proposals OE!

rehearing and three additional rowJds of connntm.

On OctOber 21. 1997, Am.erito:h Michigan, MO. and AT&T filed their proposals on the

rehearing issues.

In its proposal. AmeriteCh Michigan reque$ted relief v.rith respect to six of the eight issues.

For issue (1), Ameritecb Michigan proposed tbat the 10.6% cost of capital required in the

July 14, 1997 order be replaced by the ccofidential cost of capital used in the original cost

stUdies that it filed at the beg~ of this C3$l~ (in Jaouary 1997). With respect to issue (2),

Amerite';h Michigan proposed that the asset lives developed under the Federal C..,mmunicarioos

CoI!1I13ission's (FCC) prescription approach and adopted in the July 14. 1997 order for

depreciation purposes be repl6ced by the a.:ce'lerated asset lives used in tilt original Ameriteeb

Michigan cost srodies. On issue (4). which n:1ates to shared and common costs. Ameritech

Michigan proposed. lhat the p.:rcentage ~bJp approv~ in the Ccmmission's order be rep14ced

\With the specific dollar allocations used in its origiDal cost studies.
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cost .studies demotuttate that the pricing of its w:tbundled local swi"J:hing element does DDt ~ver

the additional costS Ms«iated wilb the vetticaj fearu.res of I local switch pan. Ameritceh

Michigan approached issue (6) by denyinc that it b.1.s an obligation under federal law to provide

rommon transpon as an unbuDdled netWork eletnent. With respect to issue (7), Ameriteeh

Michigan ptoposed IIdjusunenrs 10 the cmDpUtad~n of me resale clisa>unu th31 would lower the.. .., . .. _. .... -

~UI1l percentages to 19.83" (from 15.96~) if the competing provider does DOt use

Am.eritecb MichigaD's opentvr servius 3M director)' assista:nce (~~A) and 19.~I ~ (from

19.96%) if the provider pW'Chases AmenteCh Michigan's OSIDA savic::es.

Mcrs initial proposals addressed issues (3), fill factors, and (6), common tra.t!SpOrt. With

respect to issue (3), Mel proposed that the fill J:actors supported by Ameritech Michigan ano

adopted by the Commission be replaced by the tUgb~ factOrs that :Mel and AT&T had proposed

in their commentS filed prior to the July 14, 1997 order. For issue (6). Mel proposed that

Ameritech Michigan be required to offer commDn transport at a LlSage-sensitive rate of

SO.OJOI09 per minute of use. ~CI discussed matters relaring to unbundled local sv-;tcbmg and

nonrecuniDg cbarges. AT&T also addtessed Ameritecb Michigan's tariff suhmissioDS with

respect to those issues.

On the NovembeT 10, 1997 deadline for initi.a1 commem.s on the rehearing proposals.

Ameritec.h Michigan. AT&T, Mel, the Mich.i{.'3n Exchange Carriers Association, Inc. (MECA) ,

Attorney General Frank J. K~Uey (AttorneY c;.~ne.n1), aDd the Commission Staff
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(staff) filed COmtDet1ts. On November 21, 1997, the $3IOe parties, except for MECA. filed

response comments. On December S. 1997. lhep~. except for MECA, mod reply

comments.

Having reviewed the parties' comments on rehearing, the Commission observes that much

of the discussion addresses issues that are outside the scope of rehearing. Some of the other

comments, when addressing issueS designa~ for' rdJtariD&, did pot bring new or diffel e:ct.. .:. ,-

information to the CommissiOn'sa~ 'bUt·iI~ ~epeaxed or e~nde\firjiifbenlS made

prior to the July 14, 1997 orda or supplemenud those arguments with infoIl:n2tion that could

have been ad,vw::cd during the e:lI'lier ph.ases of 'Chis case.

The Commissiou reminds the parties that tb<: current pr~ing is 011 rebearing from the

deten:niD.a.tioDS made in the July 14. 1997 order. As noted in the September 30, 1997 order

at 1·2. the Commission's rehearing sundard does not permit tile parties to raise any argument

that they choose, but imposes the following limiwions:

Rule 403 of the Cotmni3sion's Rult,'i of Pncti~ and Procedure. 1992 AAeS.
R 460.17403. provides that a petition for rehearing may be based on claims of
error. newly discovered evidence, facts or circumsta.n.ees arising after the
bearing, or unintended consequences resulting from compliance with the orda.
A petition for rehearing is not merely another opportU.nity for a part)' to argue a
position or to express disagrea!"eDt wiCl the Commission's decision. Unless a
PartY can show the decision to be incon'(~et or improper because of errors. newly
discovere-:i evidence. or uninu:nded consequences of the decision, the Commis.
sioD will not gnnt a rehearing.

The Commission reaffirms that Rule 403 governs this p~ing. lnfonnarion and arguments

~~ar do not meet t!lis st3Ildard are Dot emitled to conside:ntion.

In the September 30. 1991 order 11 7-8. the Commission defined the scope of procudmgs

Oll rebnring as follows:
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To summarize, me scope of fwcber proceedings on rehearing shall be limited
to the tour COSt UJputS to the TSLR1C models ... , the recovery of the cost of
....ertical features ~ part .of unbuDdled Ioca1. switclting., ~~ed common
transport. resale, aDd ccruin tariff matter!,. Tht CommissionjiN!J that'tlit
parrit.s .peririons jor rwaring should be df!nied in all elMr resptctS and should
nor be reUtigared in this case. .

Except for the issue of unbundled COlClIlon cranspon «(or which Amcritech
Michigan acl:Dowlcdges a responsibility t1) ccmply wiIh the PCC's order), the
party sedin, rtlsearirlg on an usw l4'ilI ltave tb.t burden ofspeciflctzlJy demon
srrariJtg wiry 1M July 14, J997 ordzT was in m-or and how it should be changed.
To meet this burd~ it DIUSt file a propos.a.l to r~olve t11e issue by the
October 20, 1997 deadline. The proposal.! as well as the subsequenr C011llMn1.S

or ajfidaYits shOUid nor mer~ly reState a pa.rry 's pcsiJion in grneraJ terms, but
they should supply MW iJrjormtltion thaJ l.w 1'Wl pre'VWusly in rhe record.

(Emphasis added; footnOte del~ed). &cause much of the discu.ssiot1 in the comment'S submitted

during the rehearing pbase of this case does IlDt ccmply with the Rule 403 standard or tbe

September 30. 1997 order, the Commission has derermined w[ it should disregard those

comments in resolving this case. Consequently, this order 9o"'ill focus only on the argumems that

are within the proper scope of rehearing. Althcugh already swed in the September 3D, 1997

order, the Commission reiterateS that the findings and conclusions in the July 14. 1997 order

will continue to be effective, except as specifically modified in this order.

Cost of Capi!.al

Ameritecl1 Michigan bas Dot presented nC90' arguments or different information to suppon its

position that the cost of c.apiw should be higbeT tlun the 10.6% rate approved in the July 14.

1997 order. Moreover. the Commi:>sion rema:UlS persuaded thai the July 14, 1997 order reached

the appropriate result regarding the cost of opiul. Therefore. the Commission will DOt alter

this determination.

PageS
U-11280



In addition, the Commission rejectS the Auon1eY Gen.mJ's atlm1Pts to reargue his positioD.

that the cost of capital should be reduced to 9.74'L The Attorney Gctlcral e.xercUed his

opportUnity to develop thi3 position in his earlier comments, ...hieb filled to persuade me

Commission in its July 14, 1997 order. To the e;<tem that he asserts that those argumentS have

been improved with new or differen1 information. the information is nrither material DOr

persuasive. The Attorney~'s aIleIDpl to lower the rost of capital cominue.< to xely OD

book values and is not forward-looking as r~ed·-bY a TSLRlC ~ysis.

Depreciation

In support of rt:s depreciation proposal, AmeriteCh Michigan que:s that the JODp asset

lives adopted in the July 14, 1997 order are bascrl on historical data and are not sufficiently

forward-looking for a TSLRIC an.a.1ysis. AmeriIec.h Michigan argues that the a.ccelerating pa.c:.e

of teclmologicaJ change in a more competitive env1ronmeDt means that equipment aDd systems

will become obsolete more quickly than in the past. Amentech Michigan DOtes thaI w Staffs

earlier COTD:llleDts in this case charaCterized Am~ritttb Michigan's proposal as beiDg within the

range of reasonableAless.

In reply. AT&T argues tha1 Ammtecb Miehigan has not presented any evidence s~owing

that the rate of obsol~ncehas in faa increASed. but that Ameriteeb Michigan comitmes to use

equipment that is many years old. AT&T funJJer contends thar A.ms:riteeh Michigan has failed

to address how the demands of new market en'::rants for unbu:u1led netWork elements will affect

the rate of replacemenI of the network or to identifj any new teclmologie:s that will render

CUll'cnt technologies obsolete in the near furure. According to AT&T. local excbaDge carriers'

average rate of accrual of dc:preciation reservt:.s has increased faster in rect.D1 years than their
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rate of tetiremem of depreci2ble assetS. From tbis trm.1. Ar&1 infers that the FCC's pre.!aip-

tion rates for depreciation are accurate and err, if anything, on the side of overstating actual

depreciation expense.

The Attornry General3g1'CC$ with AT&T's :sssessment that Amtritech Michigan has b.i1ed

to show that forward-looking asset lives would he significantly less than lives based 011 CUtre:nr.

experience. According to theA~y GeDcral. Ameriteeh Michigan's reJjan~ 011 expected. .-.

W'3ges in the future is inconsistent with its us.e of embedded pbm and existing tee.hnology in its
~ '"-'"

COSt study n.et'Work configuration, which are les:; efficieI1t a.cd mort COStly than the new

technologies it a!sumed as the basis for its proposed deprt(:iation lives.

MECA opposes the FCC prescription lives on the ground that they are not forward-loolci.ng.

MECA recommends using asset lives of 10 years for switcbing equipment. 8 years for circuit

equipment, 15 years for buried cable, and 17\fJ years for buried fiber.

On reconsideration of this issue, the ComrrUssion is persuaded th3I the asset lives proposed

by Amefitech Michigan are more forward-loold.og than those that the Commission initially

adopted in the July 14, 1997 order. As such, the Commission concludes that they are more

reasonable than the FCC prescription lives. which II:ore closely rtSemble cost-based regulatiOQ

than TSlRIC principles. The Commission agJ~ with Ameritecll Michigan and W SWf that,

in a more competitive euvironmem, the development of new technologies and a greater

sensi.tivity to customers' needs can be expected to stimulate Dew investI.Dent a.od hasten the

obsolescence of msting equipm.ent. The Commission also finds that Amerite<:h Michigan's

proposal is a reasonable means of recognizing this treDd and that the July 14, 1997 order failed

to give due attention to these competitive coO!iideutions. AmeriteCh MichigaJ1's cost study

Page 7
v-11280



methodology should be revise4 to incorporate the uset lives that it~ for deprteia.tion

purposes.

Fill Factors

Although Met a:nd AT&T continue to advoette increased fill facto~ based 00 pereemaga

of usable capacity rhat JPProacb 1009' U1 mmy instances, the <ADmissiOD finds that they have

no. advanced my mater.3I DtW ilIfOi'mation 'or ccn:npeUmg rarlonak eo support this position.

which the Commission rejec:ted in the Inly 14. 1997 order. Although Ma argues 011 rehearing

that the wget fill baors it ex.cerpted from Amerirecb C01"pOraOon's'Internal documents make

adequate provision for administrative and spare capacity, MCI has DOt demonstrated that the

interoal documents an: current or make the cost assumptions appropria.te to a TSLRlC analysis.

Shared and Common CoSIS

Ameritecb Michigan argues for adoption of the shared and common cost alloc.a.tions used in

its origioal cost studi~. Reiterating that it basE:d the cost assumptions used in those studies on

prel imiriary budget data for 1997. Ame.ritecll Michigan claims thaI a comparison of me cost

assumptions to the a.et1l2l expenditures far the first part of 1m and tin.a1 bUdget data for the

remainder of 1997 shows that the assumptions were undeI"St:lted. Ameriteeh Michigan addJ

that, CODtnry to suggestions in the July 14. 1997 order. a Oe"illl study of retail shared aJJd

commOn tOSts performed Wer in 1m shoW'S that more of those costs have~ allocated to

retail services Wn to unbundled netW..>rk: elenlents.

ALleritech Michigan als.o triticize~ the OJmmissioD'S order for adopti.ng a fixed pl:tU%1tage

allocator. Ameriu:ch Michigan contends that it is more appropriate to identify a fixed pool (in
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